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I. INTRODUCTION

This matter' comes before the Public Service Commission of South Carolina (the

Commission) pursuant to Order No. 2000-0177, in which this Commission found that it should

proceed with an investigation of the various aspects related to the implementation of the

intrastate Universal Service Fund (USF), and pursuant to the February 10, 2000 Petition of the

South Carolina Telephone Association (SCTA), which requested that this Commission proceed

with the implementation of the intrastate Universal Service Fund.

Our' Order No. 2000-0177 stated that we would receive information _d testimony

concerning, but not limited to the following issues:

t) the need for' immediate implementation of the intrastate Universal Service Fund;

2) the proposed funding mechanism related to the intrastate Universal Service Fund;

3) the proposed methods for implementing a phase-in of the intrastate Universal

Service Fund;

4) the impact on rur'al areas if the intrastate Universal Service Fund is not implemented

in some form;

5) the determination as to which telecommunications carriers shall be required to

contribute to the intrastate Universal Service Fund; and



DOCKET NO. 97-239-C- ORDERNO. 2001-419
JUNE6, 2001
PAGE2

6) the issuessetout in theSouthCarolinaTelephoneAssociation'sPetitionwhich
proposesaplanfor'implementation.

We alsonotedthat partieswho werealreadypartiesof recordandparticipatedin earlier

proceedingsunder this Docket would be consideredparties in this USF implementation

proceeding.

Accordingly, a public hearingwas held on the matterbeginning on July 17, 2000, at

11:00 AM in the Commission'shearingroom. The HonorableWilliam Saunders,Chairman,

presided.Thefirst dayof thehearingwasdevotedto hearingtheconcernsof themembersof the

public onUSF.TheevidentiaryheatingbeganonJuly 18,2000,andcontinuedthroughJuly 21,

2000.

ThePetitionerswererepresentedasdescribedhereinafter'.TheSouthCarolinaTelephone

Associationandthe SouthCarolinaTelephoneCoalition(SCTC)wererepresentedby M. John

Bowen, Jr'., Esquire, and Margaret M. Fox, Esquire. BellSouth Telecommunications,Inc.

(BellSouth)was representedby William F. Austin, Esquire,Philip Carver',Esquire,andRobert

Culpepper,Esquire. GTE South, Inc. (GTE) was representedby StevenW. Hamm, Esquire.

(BellSouthandGTE aremembersof theSouthCarolinaTelephoneAssociation.)

The Intervenorswere representedas follows. The Consumer'Advocatefor the Stateof

SouthCarolina (the Consumer'Advocate)was representedby Elliott F. Elam, Jr., Esquireand

CharlesKnight, Esquire.The SouthCarolinaCableTelevision Association(SCCTA) and the

SoutheasternCompetitiveCarriersAssociation(SECCA)wererepresentedby FrankR. Ellerbe,

III, Esquire. WorldCom was representedby Darra W. Cothran,Esquire,KennardB. Woods,

Esquire, and Janet Butcher, Esquire. AT&T Communicationsof the SouthernStates,Inc.

(AT&T) was representedby GeneCoker,Esquire,andSteveA. Matthews,Esquire.The South



DOCKETNO. 97-239-C- ORDERNO.2001-419
JUNE6, 2001
PAGE3

Carolina Public CommunicationsAssociation (SCPCA)was representedby John F. Beach,

EsquireandJohn I. Pringle, Jr., Esquire.Sprint-Unitedwas representedby RichardL. Whitt,

Esquire,JamesB. Wright, Esquire,and Tim Slabouz,Esquire.The SouthCarolinaBudget and

Control Board was representedby Craig K. Davis, EsquireandBrian Johnson,Esquire.LCI

Internationalwasrepresentedby FayeA. Flowers,Esquire.ALLTEL andACI wererepresented

by D. ReeceWilliams, III, Esquire.Verizon Wirelesswas representedby John M.S. Hoefer,

Esquire..CrownCastleUSA, Inc.was representedby Daniel B. Lott, Esquire.TheCommission

Staffwasrepresentedby F.David Butler,GeneralCounsel.

Not appearingduring the hearingwere the IntervenorsAlliance for SouthCarolina's

Children, South Carolina Fair Share,the Women's Shelter, John C. Ruoff, PhD, e'spire

Communications,Pro-Parents,andITCADeltaCom.

The PetitionersSCTA, SCTC,BellSouth, and GTE presentedthe direct testimonyof

Peter'F. Martin, H. Keith Oliver, Alan L. Mason, Teriy R. Dye, Henri Etta Baskins, and

EmmanuelStaurulakis,andtherebuttaltestimonyof H. Keith Oliver. Thepartiesstipulatedinto

therecordthe rebuttaltestimonyof PeterF. Martin, EmmanuelStaurulakis,JerryHendfix, and

RobertMcKnight.

The intervenor ConsumerAdvocate presentedthe testimony of Allen G. Buckalew.

SCCTA and SECCA presentedthe testimony of JosephGillan. AT&T presentedthe direct

testimonyof RichardGuepeand GregoryJ.Tate.Thepartiesalsostipulatedinto therecordthe

surrebuttal testimony of Richard Guepe. The South Carolina Public Communications

Associationpresentedthetestimonyof WalterRice.Sprint-Unitedpresentedthedirect testimony

of JamesAppleby. The partiesalsostipulatedinto the recordAppleby's surrebuttaltestimony.
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ALLTEL and ACI presentedthe testimonyof Dar_'ellL. Mennenga. The CommissionStaff

presentedthetestimonyof GaryE. Walsh.

II. SUMMARY OF TESTIMONY

After hearing from numerous members of the public with varying viewpoints, the

Commission held a full evidentiary hearing on Universal Service and the Universal Service

Fund. A summary of testimony of the various witnesses follows herein.

Peter F. Martin

Peter F. Martin of Be11South Telecommunications, Inc. testified on behalf of the South

Carolina Telephone Association. (Tr., Vol. II, Martin, at 255-406.) Martin discussed the concept

of Universal Service and described prior proceedings related to Universal Service that were held

before this Commission and the Federal Communications Commission (FCC). Martin noted that

this Commission has held two prior proceedings to address the Fund. The first proceeding

adopted guidelines required by South Carolina statute. The guidelines, among other things,

define the services supportable under' the Universal Service Fund, define eligibility requirements

for receiving funding, establish administration of the fund, and declare that funding is affordable

to any qualified carder of last resort. The second proceeding addressed a selection of appropriate

cost models and methodologies, and also sized the fund. The Commission adopted a forward-

looking cost model and inputs for' BellSouth, GTE, and United. An embedded cost model

proposed by SCTC for rural local exchange carders (LECs) other than United was also adopted.

Martin proposes that we now implement the fund, using the phased implementation plan

proposed by SCTA. According to Martin, this plan presents an opportunity for' this Commission

to manage and enhance the transition to full competition, and to protect Universal Service by
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keepingbasicratesaffordable.Martin statesthat consumerswill benefit from the establishment

of a StateUniversalServiceFundbecauseit will ensurethataffordableserviceis preservedin all

areas..Martin also notes that the Fund will help stimulate competition in high cost areas,

especiallyin theresidentialmarkets.Martin testifiedthatthepresentmethodologyfor'supportof

UniversalServicecannotbesustainedin acompetitiveenvironment.

Martin concludedby statingthatthis Commissionhasdealtwith manyof the difficulties

inherent in settingup the Universal ServiceFund, but that this Commissionneedsto move

forward and implementthe first stepsof the Fund, and approvea processfor' implementing

future steps.Martin believesthat this actionwill help ensurethe availability of affordablebasic

servicefor'SouthCarolinaconsumer'sfor manyyearsto come.

H. Keith Oliver

Oliver introduced SCTA's plan for implementation of the South Carolina Universal

Service Fund. (Tr., Vol. III, Oliver', at 419-602.) Oliver gave a historical background for

establishment of the Fund, and noted that the Commission has deferred actions on issues

contained in three sections of the South Carolina USF guidelines: Section 8, dealing with

recovery of contributions; Section 9, dealing with the size of the South Carolina USF Fund; and

Section 11, dealing with rates.

Section 8 deals with the recovery of contributions. Section 11 provides that the

Commission may conduct an investigation and determine the appropriate single-party residential

and single-line business rates for' services within this State. Section 9 contains details of the

SCTA's plan to implement the South Carolina Universal Service Fund. According to Oliver, the

proposed plan is a means to continue to protect affordable basic local telephone service in South
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Carolina.He alsostatesthatit is a competitivelyneutralway to allocatetheburdenof supporting

UniversalServicewithin SouthCarolina.Finally, Oliver statesthat the plan grantsfull control

andflexibility over'the StateUSF,andaddressesreductionsboth in ratesfor wholesaleusers,as

well astherateschargeddirectly to retail endusers.

Olivernotesthat SCTA's Plancallsfor threephases.Thefirst steprequiresan immediate

reductionof 50percentin intrastateaccessrates,andprovidesfor the full fundingof theState's

Lifeline programfor low-incomeconsumers.ThismeansthattheStateUSFwill fundLifeline to

the amountnecessaryto take advantageof the maximum amountof Federalmatchingfunds

availablefor thoseservicesto low-incomesubscribers.Step2 of the first phaserequireslocal

exchangecariier's(LECs) to file tariff reductionsonApril 1,200I, in orderto begin theprocess

of removingimplicit supportfi'omotherratesthat containimplicit support.UnderSCTA's Plan,

this Commissionwould haveup to five monthsto examinetheproposedratereductions.Thetwo

stepstogether'wouldbe limited to nomorethanone-thirdof thetotal SouthCarolinaUSF.

Accordingto Oliver, Phase2 and3 of theSCTA's Planaresimilar to the secondstepof

phaseone.Eachphasewould requiretariff filings to reduceratesin compliancewith Section4 of

the guidelines,which havebeenpreviously approved.Section4 mandatesthat carriersof last

resortmakedollar-for-dollarratereductionsbeforebeingpermittedto drawfundsfrom the South

CarolinaUSF.

Oncemore, the Plan providesup to five monthsfor the Commissionto evaluatethe

requestedreductions.Phase2 wouldbe limited to not morethantwo-thirdsof thetotal USF,and

phase3 would allow for'full implementation.Oliver'opinesthatthis phase-inprocessallows the

Commission the flexibility to implement USF as appropriatebased on company specific
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circumstancesand taking into considerationactions on the Federal level. Any LEC not

requestingfull USF funding by April 1, 2003,would continueto follow the processof filing

tariffs asappropriateasoutlinedin phases2 and3.

Oliver also states that the SCTA Plan allows the Commissionto break down the

implementationprocessof theSouthCarolinaUSFinto amanageableprocess,allowing for close

observationof its impacton consumers.Oliver'notesthatthePlananticipatesthenormalreview

processrequiredof all tariff provisions.TheCommissionhastheopportunityto fully investigate

anyproposedreductions,alongwith anydatafiled in supportof thosereductions.

Further, Oliver testified that the SCTA Plan requiresthe submissionof updatedcost

studiesprior to USF withdrawalsexceeding50 percentof the total SouthCarolinaUniversal

Service Fund, again, allowing the Commission complete control over the process.The

Commissionhasthe ability to monitor andcontroleverydollarallowedinto theStateUSF.

In conclusion,Oliver asksthattheCommissiongranttheSCTA Petitionasfiled, andthat

we approvethe final three issuescontainedin the SCTA USF guidelinesin orderto implement

theStateUniversalServiceFund.

Alan Mason

Alan Mason of GTE testified also on behalf of SCTA. (Tr., Vol. III, Mason, at 609-651.)

Mason explained the SCTA's proposed administrative procedures, based upon previously-

approved by the Commission USF guidelines, and procedures included in SCTA's Petition in

this case. Previously approved guidelines include the manner' in which contributions will be

made to the Fund, distributions which will be received from the Fund, and responsibilities of and

duties to be performed by the Fund administrator. Next, the procedures specify the time frames
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and data requirements to initially implement the Fund for the ongoing contributions to and

distributions from the Fund. The administrative procedures also provide the administrator with a

form to be completed by contributions, and one to be completed by carriers of last resort to

support Lifeline support provided to South Carolina consumers.

Further', Mason noted that the procedures provide for the maximum amount of Federal

support to eligible low-income South Carolina consumers that will continue to make basic

telephone service affordable for Lifeline customer's. This Federal support amount, when

combined with a low-income component of the South Carolina Fund, will provide eligible

customers with support amount of $10.50 or $11.35, depending on their' local service provider'.

Next, the procedures delineate the responsibilities and duties of the Fund administrator, and,

lastly, according to Mason, ensure the fair and competitive implementation and ongoing

administration of the fund.

Accordingly, Mason recommends that this Commission adopt the SCTA's proposed

administrative procedures for' use in the implementation and ongoing administration of the South

Carolina Universal Service Fund.

Terry Dye

TerTy Dye of GTE also testified. (Tr., Vol. III, Dye at 651-671.) Dye presented SCTA's

Plan for the recovery of USF contributions. Dye also explains the switched access rate reductions

GTE would implement in SCTA's first-step proposal to move implicit Universal Service support

to an explicit fund. Dye notes that SCTA's proposed guideline 8 authorizes telecommunications

carriers to recover' their' South Carolina USF contributions through an explicit surcharge on retail
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customers'bills. The surchargewould be developedby the administratorandappliedto retail

revenuefor'telecommunicationservicesbilled to retail customer's.

Dye stateshis belief that the surchargeis an efficient, fair, and competitivelyneutral

methodfor the collectionof UniversalServicefunding.The surcharge,accordingto Dye, meets

theAct's requirementto makeUniversalServicesupportexplicit. Dyenotesthatthe SCTAPlan

is revenueneutral, and under that plan any explicit supportreceivedfor the maintenanceof

Universal Servicewill be offset with correspondingreductionsin servicescurrently providing

the support.

Dye notesthat oneof theservicescurrentlyprovidingimplicit supportis switchedaccess.

With respectto the switchedaccessreductions,GTE proposesto reducethe currentcomposite

two-way intrastateswitchedaccessrate from approximately6 centsto 3 cents.This reduction

will remove approximately$4.4million in implicit subsidies,accordingto Dye. Dye further

statesthat consumer'swill benefitfrom thisreductionasareainterexchangecarriersflow through

thesereductionsthroughlower intrastatetoll charges,andGTE doesnot getanynew revenues

from the restructuring of Universal Service support. Finally, Dye recommendsthat this

CommissionadoptGuideline8 andapproveGTE's proposedaccessreductions.

Henri Etta Baskins

Hemi Etta Baskins, a Manager in Regulatory and Governmental Affair's for BellSouth,

testified in support of SCTA's plan for the implementation of the State Universal Service Fund.

(Tr., Vol. III, Baskins, at 671-756.) Ms. Baskins first states that the current system, wherein

artificially high-priced services subsidize residential service, is being eroded at an ever-

increasing rate. Ms. Baskins notes that competitors are taking away the services that presently
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provideUniversal Servicesupport,which thereforeremovesimplicit supportfrom the system.

Baskinsstatesthat without a UniversalServiceFundasproposedby SCTA, thesecompetitive

pressureswill forcebasicratesupward,in somecases,dramatically.Accordingto Ms. Baskins,

the SCTA plan is simply a rearrangementof the existing implicit supportsystemto makeone

that is explicit, predictable,andneutral. Shealsotestifiedthat a StateUSF is necessaryso that

all telecommunicationsproviders, and not just ILECs, share the obligation and cost of

maintaininguniversalservice.

Baskinspoints out that anycompetitorthat assumestheobligationto serveall customer's

in a designatedareais entitledto recoverfrom the fund asa cost of providing thoseservices.

Baskinsalsonotesthat BellSouth supportsSCTA's phasedapproachto the implementationof

theUniversal ServiceFund.Under this approach,theCommissionwill be ableto review every

requestfor' supportfrom theUniversalServiceFund,andthesereviewswill ensurethat the fund

is properly sizedbefore full implementation.In addition,Baskinsnotesthat thePlan allows the

Commissionto assessthe impact eachstephas on SouthCarolinaconsumers,which should

alleviatethe concernof suddenrate increaseson consumerbills.

BellSouth proposesto remove$22.76million of implicit Universal supportin the first

stepof thisprocess.BellSouthwill applythis amountto accessrates,reducingthecompositerate

from 6 centsto 3cents..Baskinsnotesthatif the long-distancecompaniespassthroughthe access

reductionto their end users,consumersshouldbenefitby paying lower long-distancecharges.

Baskinsstatesthatthe SCTAPlanprovidesfor explicit supportof UniversalService,while at the

same time providing for competitive neutrality. Accordingly, Baskins statesthat BellSouth

recommendsthatthis CommissionadopttheSCTAproposals.
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Emmanuel Stanrulakis

Emmanuel Staumlakis, a consultant, testified on behalf of the South Carolina Telephone

Coalition. (Tr., Vol. IV, Staurulakis, at 766-833.) Staumlakis testified that it was important to

have a State Universal Ser_cice Fund in order to continue the availability of affordable basic local

service to the subscribers of the coalition companies. He also described the intrastate access rate

reductions proposed by the coalition companies in compliance with the first phase of the Plan,

and the methodology to be utilized in updating the amount of available State USF for each

coalition company.

Staumlakis testified that the companies belonging to the South Carolina Telephone

Coalition have been designated as carriers of last resort by this Commission, and as such, they

have accepted the obligation of providing affordable basic local service to all customers within

their' designated service territories. Staumlakis notes that in order to keep basic local service rates

affordable, the Coalition Companies rely heavily on the implicit support provided by the

intrastate access charge rates, previously approved by the Commission and charged to the

interexchange carriers, such as AT&T and WorldCom, for the origination and termination of

intrastate telephone calls.

With the passage of the Telecommunications Act of 1996, competition has continued to

evolve in both urban and rural areas throughout the country, according to the witness. Staumlakis

noted that in rural areas, including rural areas of South Carolina, competition has evolved with

respect to those services that provide high levels of implicit support and allow coalition

companies to maintain affordable basic local ser_eice rates to their subscribers. Staurulakis

described various methods by which subscriber's have been able to bypass the toll network that
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hashistoricallyprovidedimplicit supportto coalitioncompanies,andfurtherstatesthatwithout a

StateUniversalServicefund to assistin therecoveryof thesedollars,the ability of theCoalition

Companiesto maintainaffordablebasiclocalserviceratesis threatened.

In orderto meettheUniversalServicerequirementof removingimplicit supportfrom the

currentintrastateaccessratestructure,the CoalitionCompaniesproposereducingthe permitted

compositeintrastateaccessrateby approximately50percent,from 6 centsto 3 centsperminute.

This reductionin the compositepermittedintrastateaccessrate is consistentwith the reductions

proposedby BellSouthandGTE, and,accordingto Staurulakis,resultsin no additionalrevenue

to the Coalition Companies.Utilizing actualcalendaryear'of 1999intrastateaccessminutesof

use,theannualaccessratereductioncomputedfor'thecoalitioncompanieswill beapproximately

$8.3 million. Stauralakiscited savingsto businessand residential customer'sdue to lower

intrastatetoll rates.Thewitnessfurther statedthat lower accesschargeratesshouldprovidean

incentive to the interexchangecarTier'sto offer their most competitivetoll calling plans in the

areasservedby the coalitioncompanies.

To calculatethe amountof annualStateUniversalServiceFundper line, the Coalition

Companiesplan to utilize the embeddedcost per line amountspreviously approvedby the

Commission.The monthly cost-per-linefigure is then reducedby an amountrepresentingthe

current tariff rate for basic local serviceapprovedby the Commission,the current level of

FederalUSF paymentsreceived,andthe FCC approvedmaximum SubscriberLine Chargein

arrivingatthenetstateUSFper-lineamountfor eachcoalitioncompany.

According to Staurulakis,theCoalitionCompaniessupportthe SCTAproposalfor'useof

apercentagesurchargeto fundtheUSFin SouthCarolina.Thetheoryis thatuseof apercentage
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surchargewill ensurethat all telecommunicationusersin SouthCarolinacontributeto a State

USFin anequitablemanner.

Staurulakisopinesthatthecreationof a StateUSF is critical to theCoalition Companies

and their'ability to maintaincarrier-of-last-resortobligationsand to continueto provide basic

local telephoneserviceat affordablerates.Stauralakisrequeststhat this Commissioncreatea

StateUSF consistentwith theSCTAPlan.

Allen G. Buekalew

Allen G. Buckalew, Consultant, testified on behalf of the Consumer' Advocate. (Tr., Vol.

IV, Buckalew, at 845-910.) Buckalew proposes that this Commission first determine the current

earnings and costs of each telephone company that wants to draw from the Universal Sei-vice

Fund, including a determination as to how much of each companies' joint and common costs

should be allocated to local exchange services and other' services. Buckalew stated that the

investigation should also include whether existing rates are adequate or whether rate changes are

needed in the company's tariffs before it draws from the fund. Once the company's rates and

costs are examined, then the Commission can determine the maximum allowable rate for USF

purposes. Buckalew states that the USF should not be used "to prop-up excessive profits."

Further, Buckalew believes that the Commission should open a proceeding to reexamine USF

cost methods, in a manner consistent with the Federal USF method and various court decisions.

Buckalew then recommends implementation of these methods by the companies.

In the alternative, if the Commission continues use of the Benchmark Cost Proxy Model

3 1 (BCPM 3.1) and the embedded costs for rural companies, Buckalew further recommends that

each company present its costs. The Commission can then determine the intrastate USF need.
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Buckalewstatesa belief that theproposalbeforethe Commissionin this proceedingis

tantamountto arequestto increaselocalexchangerateswithout anycostor'revenuerequirement

justification. BuckalewstatesthattheSCTAplanhasproposedhow to collecttheFundwithout

anydemonstrationof theneedor sizeof theFund.

Finally, Buckalew opines that the SCTA proposalassumesthat the 3 cent rate will

provide SouthCarolina with initial funds for Universal Servicesupportwhile toll rates are

decreased,but thatthereis no guaranteethattoll rateswill decrease.Further,Buckalewtheorizes

that the 3 cent rate may provide an over-abundanceor insufficiency of funds for individual

companies.He statesthatthe Commissionwill not know this until it hasscrutinizedthevarious

companies'cost studiesandcomparedthosecoststo currentrates.Buckalewbelievesthat, upon

completionof thatprocess,theCommissioncanthenascertainaproper'USFfunding level.

Richard Guepe

Richard Guepe, is employed by AT&T Communications of the Southern States, Inc.

(AT&T) as a District Manager' in the Law & Government Affairs organization. (Tr., Vol. IV,

Guepe at 845-998.) Guepe testified that a Universal Service high-cost fund is not required at this

time. Guepe states that there is no "clear and present danger'," to Universal Service in South

Carolina, even though SCTA is requesting the approval of a $340 million high-cost fund. Guepe

further notes that competition must have been enabled before the need arises for high-cost

support. Guepe theorizes that in the present situation, there are no competitive forces eroding

incumbent local exchange cartier (ILEC) revenues, and thereby threatening the availability of

local service. Also, Guepe states his belief that when the means for competition are not readily
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available, widespreadcompetition cannot develop and concernsabout ensuring Universal

Servicearetheoretical.

Guepetestified that only carriersof last resortare eligible to receiveUniversal Service

high-costsupport.Whereunbundlednetwork elements(UNEs) arenot available,accordingto

Guepe,the ILEC can effectivelypreventnew companiesfrom qualifying as a carrier of last

resort,andthereforeprecludethemfrom drawingmoniesfrom thefund.

Competitive neutrality is an important principle in the establishmentof any USF,

accordingto Guepe.Guepestatesthatto ensuresuchneutrality,whena CLEC wins a customer,

it shouldreceivethesamesubsidyfrom theUSFastheincumbent.Thewitnessbelievesthat any

restrictionsonsupportwhenaCLEC providesserviceviaUNEsshouldbe removed.

Guepealso statesa belief that this Commissionshouldmodify the guidelinesto permit

the full amount of any subsidy,if the Commissionimplementsa subsidy,to move with the

customerrather'thanallowingaportionto bemaintainedby theincumbentcarrier.

Further, Guepe urges this Commissionto review the cost determinationsthat were

previouslymadeonUSF.Guepestatesthatthedatais stale,andthereis adiscrepancyin thecost

developedby the BCPM modeland the Federalmodel approvedby the FCC. In addition, the

witness suggeststhat this Commissionshould also reconsiderthe current methodology to

allocateUSF costs to telecommunicationserviceproviders. Guepenotes that a recentFifth

Circuit Court of Appealscasedeterminedthat theFCC did not haveauthorityto assistcarriers

basedon combinedinterstateand intrastaterevenues.Guepebelievesthat this premiseworks

bothways,only intrastaterevenueshouldbeusedto determineStateFundAssessments.
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Thewitnessrequestsadditionalclarification asto what linesar'eeligible to receivehigh-

costsupport.Guepenotesthat thesubsidyneedhasbeendeterminedto bebasedon thecostand

revenuerelatedto basiclocal exchangeservice.TheBCPM model includesthe full cost of the

local loops and switch. Guepestatesthat the local loop and switch provide many different

servicesin additionto basiclocal exchangeservice.Thewitnessconcludesby statingthat lines

thatprovideonly basicserviceshouldbeeligible for'support.

Gregory Tate

Gregory Tate, Manager-Access Management for AT&T also testified. (Tr., Vol. IV, Tate,

at 998-1019.) Tate states that if funds are identified for rate reductions as a result of this

proceeding, the Commission should utilize available revenue for the purpose of reducing

switched access charges. Tate notes that switched access charges include mark-ups above cost

that are significantly higher than curT'ent mark-ups on any other major revenue producing

services offered by the local exchange carriers.

Tate opines that the Commission should move toward the complete elimination of the

carrier common line charge (CCL), which Tate states is an element with zero underlying cost,

and to further reduce the charges associated with the remaining switched access elements to

forward looking economic cost. Tate opines that the resulting effect of lower intrastate toll calls

would benefit South Car'olina consumers on every in-state toll call.

Walter Rice

Walter Rice, President of the South Carolina Public Communications Association

(SCPCA) testified. (Tr., Vol. IV, Rice, at 1020-1042.) SCPCA is an association of payphone

service providers. Rice presented two major points. First, Rice states a belief that the USF
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guidelinesmustbemodified to ensurethatpayphoneserviceprovidersdonot contributetwice to

theUniversalServiceFund,onceasapercentageof end-userrevenuesandagainasapercentage

of local and long distancetelephoneservicebills. Second,Rice statesthat this Commission

should lower BellSouth's ratesfor the payphonelines to adjust for BellSouth'sreceipt of the

FederalPrimary InterexchangeCarrier Charge,commonly referredto as the PICC, and the

subscriberline chargerefer_edto astheSLC.

James A. Appleby

James A. Appleby, Senior Manager-Regulatory Policy for Sprint/United Management

Company (Sprint) testified representing the interests of United Telephone Company of the

Carolinas. (Tr., Vol. IV, Appleby, at 1042-1069.) Sprint's perspective is that of an IXC, a

wireless carrier, a CLEC, and an incumbent LEC. Spfint's proposal is as follows: (1) Begin with

the transition of implicit subsidies to explicit funding through implementation of phase-l/step-1

of the SCTA proposal, which includes full implementation of a State matching of Lifeline.

Removing implicit subsidies from ILEC access services further stimulates competition for toll

services, according to Appleby. Sprint is concerned that the additional steps of the SCTA

proposal will result in an explicit fund that is too large and too burdensome in the short-term on

the telecommunications customer's of South Carolina. (2) At the same time as phase-I/step-1 of

the SCTA proposal is implemented the Commission should initiate a proceeding on the

affordability level of local service. Splint believes that the size of the explicit subsidy can be

minimized if the current local service rates are determined to be below the level that the

Commission established as affordable and adjusted accordingly. (3) The Commission should

reevaluate the cost of Universal Service determined earlier in this USF proceeding. Sprint notes
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that the modelingwas basedon 1996and 1997data,andshouldbe refreshedbefore moving

forward with additionalUS funding.Unlike the SCTA proposal,however,Sprint believesthat

thereevaluationsof thecost shouldoccurafter'the initial phase-I/step-1accessreductions,and

after'the suggestedaffordabilityproceedinghasconcluded.

Darrell Mennenga

Darrell Mennenga, Staff Manager-State Government Affair's for ALLTEL

Communications Service Corporation testified before the Commission. (Tr., Vol. IV, Mennenga,

at 1069-1115.) Mennenga stated that in establishing the USF, the Commission must ensure that it

meets the need for an adequate fund when necessary, but avoids the creation of a fund which is

larger than necessary. According to Mennenga, the Commission is required to establish a

mechanism to provide for a State USF in South Carolina to meet the primary objectives of

Universal Service, i.e. to provide affordable basic local exchange service throughout South

Carolina, and to maintain reasonable comparable service and rates between rural and urban

areas. Mennenga suggests that the Commission approve guidelines that provide a means for it to

evaluate the USF applications of those requesting funds to determine if they are necessary to

meet these USF objectives.

Also according to Mennenga, although the SCTA proposal provides for a $340 million

fund that would be available to ILECs through a tariff filing procedure, it does not provide for an

application process that would allow the Commission to determine if such proposed rate

reductions and offsetting contributions from the USF are necessary to maintain Universal

Service.
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Mennenganotesthat SCTA's proposalis not necessaryat this time becausetherehas

been no factual evidencepresentedto show that competition threatensUniversal Service.

Mennenga suggeststhat his proposed application processwill allow the Commission to

determinewhether'or' not requestsby carriersof last resort for reducedratesand offsetting

UniversalServiceFunddisbursementsareindeednecessaryandadequateto ensurethecontinued

provision of Universal Service. Mennengastatesthat the proposal of the SCTA in this

proceedingcould result in a fund that would be much larger'than necessary,and that the

Commissionmust balancethe maintenanceof Universal Servicein South Carolina against

possiblyburdeningtheconsumersof theState.

Gary E. Walsh

Gary E. Walsh, Executive Director of the Commission, also testified. (Tr., Vol. IV,

Walsh, at 1115-1167; Vol. V at 1187-1264.) Walsh reviewed all prior' actions taken by the

Commission in the Universal Service Fund Docket. Walsh also reviewed the implementation

plan filed by SCTA, stating that SCTA's Petition proposes a series of steps or phases leading to

the full implementation of the USF. Walsh supports phase -1, step-l, of the SCTA plan, which

would reduce intrastate access charges in South Carolina fi'om 6 cents to 3 cents per minute.

Walsh's support is based in pair on a review of intrastate access rates in neighboring

Southeastern states. The 6 cents per' minute rate currently approved exceeds virtually all other

approved intrastate access rates in the southeast region. An approximate 50% reduction in

intrastate access charges should result in considerable savings to South Carolina consumers,

should competition force these savings through to South Carolina long distance consumer's,

according to Walsh. Walsh also notes that a reduction in the intrastate access rates to 3 cents per
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minute shouldreducethepotentialfor by-passby interexchangecarrier's(IXCs). Walsh further

statesthat by lowering the intrastateaccessrates as proposedby SCTA, the Commission

enhancesthecontinuationof an intrastaterevenuesourcethatmay continueto provideuniversal

supportevenatthereducedrateof 3 centsperminute.Walshalsoproposesinclusionof funding

of theLifeline programin SouthCarolinaaspartof the initial USF implementationphase.

Enhancingcompetitionand maintainingaffordablelocal rates in high cost areasare

conflicting goals,accordingto Walsh.As competitionlowersthepricesfor'telecommunications

servicesthat havebeenpriced abovecosts,the subsidiesprovided by the servicesto support

affordablelocal ratesin high-costareasdecline.Walshstatesthat,to the extentthat the goal of

enhancingcompetitionis achieved,it hasanadverseimpactonattainingthe goalof maintaining

affordable local rates in high-cost areas.Accordingly, Walsh believesthat this Commission

shouldnot approvethe structureproposedby the SCTA regardingphase-I/step-2,phase-2,and

phase-3 without first making a determination as to the impact of competition in local

telecommunicationsmarketsin SouthCarolina.WalshstatesthatoncetheCommissionhasmade

a determinationasto the impact competitionhasmadeon existing implicit subsidies,thenand

only then should the Commissionproceedwith the considerationof additionalend user rate

reductions.

Walsh recommendsthat all telecommunicationscarTiersand other'providers offering

telecommunicationsservicewithin SouthCarolinacontributeto the USF, unlessexemptedby

Federalor Statelaw.Walshrecommendsanexplicit surchargeon retail consumers'bills, should

telecommunicationscarriersor'providerschooseto recover'USF contributionsfrom end users.

Walshrecommendsthatthe explicit surchargebe calculatedby dividing theannualcontribution
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to be recoveredby thetotal retail revenuebilled to all enduser'sof telecommunicationsservices.

Further,Walshrecommendsanannualreviewof thesurcharge.

Walsh believesthat the prospectfor' facilities-basedcompetition in the rural areasof

SouthCarolinain the nearfuture is remote,evenif the Commissionwas to fully implementthe

StateUSF. This appearsto be especiallytrue for residentialcustomer's.None of the CLECs

certified by the CommissionhavesoughtCarrier'of LastResortstatusthat would allow themto

receiveUSF support.For themostpart,WalshnotesthatCLECsin SouthCarolinahavechosen

not to competein areasservedby rural carriers.Accordingly,Walshrecommendsthat the best

approachinitially would be to approveimplementationof phase-i/step-1of the SCTA Plan,

whichwould providemosttelephoneconsumersin rural areaswith costsavings.Oncethis initial

stephasbeenimplemented,the Commissionwould havethe ability to implementfurther'end

user'reductionsasinterestsurfacesin competingin rural areas.

With regard to contributionsto the fund, Walsh notes that wireless carriers would

contributeonly in situationswheretheyare in competitionto landlineservices.TheLegislature

hasprovidedspecificcriteria to makethis determination.Walshopinesthat thesecircumstances

arenot presentin the instantcase.Under'Walsh'sposition,wirelessrevenueswould haveto be

subtractedfrom the total retail end user telecommunicationsrevenuesused to calculatethe

surcharge.

Finally, Walsh statesa belief that the Commissionshouldreview the sizeof the State

USF in conjunction with the FCC's recentapproval of the "CALLS" proposal.Under'this

scenario,theSLCwould increasefrom $3.50permonthto $4.35per'month.

WalshrecommendsthattheCommissionreflectthe increasedSLC in its calculations.
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Joseph Gillan

Joseph Gillan, economist, testified on behalf of the Southeastern Competitive Carrier's

Association (SECCA) and the South Carolina Cable Television Association (SCCTA). (Tr., Vol.

V, Gillan, at 1264-1309.) Gillan states that the Commission should reject the incumbent local

exchange cariiers' proposed final three Universal Service guidelines. Gillan alleges that SCTA's

proposal would: (1) produce a massive intrastate subsidy fund, requiring a tax of approximately

35% on intrastate retail revenues to provide the subsidy level that the ILECs desire; and (2) erect

an insurmountable barrier to competition, in direct contradiction of the basic purpose of the

Telecommunications Act of 1996. Gillan states that the SCTA Fund is economically irrational

and unsustainable. He believes that the Plan would subsidize 99.9% of the households in South

Carolina, while pretending that the subsidy is collected from somewhere else.

Gillan recommends that the Commission initiate additional proceedings to consider

proposals as to how to allocate fixed local network costs to determine "the cost of basic local

service" as that term is used in the South Carolina statutes. Gillan also believes that there will be

no impact on rural areas if the fund is not implemented immediately, since, in his opinion there is

no demonstrable need to establish the fund. Gillan sees no evidence that local competition has

eroded traditional support levels, since there is no explanation given for' exactly what support

mechanism is in jeopardy, nor' where the competition that will affect it is located.

H. Keith Oliver (Rebuttal Testimony)

Keith Oliver filed rebuttal testimony. (Tr., Vol. V, Oliver, at 1309-1339.) Olive_'

expressed concern that many of the issues raised by the various intervenors would delay

implementation of the State USF. 0liver opined that this will continue to leave South Carolina
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citizensvulnerableto dramaticincreasesin basiclocal servicerates.In Oliver's opinion, this

allowsother'sto continueto selectonly themostprofitableserviceswhich arepricedto support

UniversalServiceandto continueto avoidresponsibilityto supportbasiclocal telephoneservice

ratesof SouthCarolina'shigh-costruralcustomer's.Furlcher,Oliver addressedfive primaryissues

raisedby theintervenors.

Addressingthe statementthatthecostmodelsarestale,Olivernotesthatthemodelswere

examinedduring five daysof detailedhearings,andthat the SCTA Plan requiresan updateof

underlyingcostdataatthemid-pointof USFimplementation.Thesecondpoint Oliver addressed

wasthe attemptedreopeningof old issuesby theintervenors.Oliver'statesanopinionthat these

issueshavebeenresolved.Third, the intervenorswant additionalinformation.Oliver describes

the flexibility of the SCTA Plan. Fourth, intervenorsstate that the SCTA may "trap" the

Commissioninto adoptingalarger'thannecessaryUSF.Oliverpointsto the"phase-in"featureof

the SCTA Plan.Lastly, Oliver statesthat the intervenorsquestionwho shouldcontributeto the

USF.SCTAopposesanynarrowingof thecontributionbase.

Oliver summarizeshis rebuttal by stating that SCTA's proposed Plan allows the

Commissionto implementtheStateUSFnow,while retainingcontrolover'thefundingprocess.

Peter F. Martin (Rebuttal Testimony)

Peter Martin filed rebuttal testimony. Martin rebutted the testimony of several witnesses

and emphasized that the purpose of establishing a Universal Service Fund is for the benefit of

consumers; that the current system of Universal Service support cannot be sustained in a

competitive environment; that a Universal Service Fund does not create "new revenues" for

ILECs; and that, when all is said and done, the law requires that Universal Service be preserved.
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Martin testified that the CALLS proposalonly addressesthe implicit support containedin

interstateswitchedaccessrates,but agreedwith Walshthat theincreasedSubscriberLine Charge

shouldbe reflectedin thecalculationof thesizeof the StateUSF. He rebuttedGillan's assertion

that the Commissionshouldretry the cost proceedingand allocatecosts to optional vertical

servicesandotherservices.He testifiedthatthe Commissionshouldnotreconsider'its decision

with respectto the amountof supportprovided to CLECs that purchaseunbundlednetwork

elements,exceptto allow CLECs to recover expensesin addition to the actual cost of the

unbundled network elements. He rebutted assertionsthat the State USF should not be

implementedbecauseof a lack of local competition. He testified that there is no need for' a

comprehensiveearningsreviewbecausetheeffort hereis aboutmakingimplicit subsidyexplicit.

Emmanuel Staurulakis (Rebuttal Testimony)

Emmanuel Staumlakis filed rebuttal testimony. Staurulakis testified that there is no need

to re-examine the embedded cost models previously adopted by the Commission for use by the

SCTC companies.. He testified that neither' federal law nor' the FCC's rules require that local

competition exist before a rural LEC is eligible to receive federal USF payments. Staurulakis

also rebutted the testimony of other parties that it was not appropriate to include interstate

revenues in the contribution base for' a State USF.

Robert MeKnight (Rebuttal Testimony)

Robert McKnight filed rebuttal testimony on behalf of BellSouth. McKnight refuted

assertions by AT&T witness Guepe regarding the Universal Service cost studies previously

approved by the Commission, and testified that the studies were appropriate and not outdated.

McKnight further testified that the May 25, 2000 Order' issued by the United States District
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Court in Civil Action No. 3:97-2164-17hasno impact on this docket. He explainedthat the

unbundlednetwork element("LINE") cost model that the District Court hadruled on was not

usedin this docket. McKnight alsotestifiedthattheBCPM 3.1modelusedin this docketmeets

all FederalCommunicationsCommission("FCC") requirements.

Jerry Hendrix (Rebuttal Testimony)

Jer_y Hendrix also filed rebuttal testimony on behalf of BellSouth. Hendfix testified

regarding the appropriate level of switched access rates. Specifically, Hendrix testified that

switched access rates are not required to be set at TELRIC price levels.

James A. Appleby (Surrebuttal Testimony)

James Appleby filed surrebuttal testimony. Appleby disagreed with witnesses Walsh and

Martin that the increased Subscriber Line Charge resulting from the CALLS proposal should be

taken into account in calculating the size of the State USF. According to Appleby, the CALLS

plan is a comprehensive restructuring of the interstate access rates, and to reflect only part of this

comprehensive interstate restructuring plan in the intrastate USF support calculation without the

other' corresponding changes is inappropriate.

Richard Guepe (Surrebuttal Testimony)

Richard Guepe filed surrebuttal testimony, in which he responded to rebuttal testimony

filed by several witnesses on behalf of the SCTA and the SCTC.

III. UNIVERSAL SERVICE POLICY AND HISTORY

The goal of Universal Service is to ensure the widespread availability of affordable local

exchange telephone service. Universal Service has long been a public policy, both at the state

and federal level, and was further defined and codified in the federal Telecommunications Act of
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1996 ("the 1996 Act"). In its 1996 Act, Congress sought to encourage competition in the

telecommunications industry while still ensuring that Universal Service would be preserved and

advanced for' consumers in all areas of the country. Congress envisioned that Universal Service

was the joint responsibility of both state and federal jurisdictions.

Prior' to the divestiture of AT&T in 1984, a complex method of support for' Universal

Service existed. The costs of providing basic local exchange service were recovered through

implicit support from a local exchange carrier's (LEC) rates for other' services, as well as

AT&T's rates for' interstate long distance service. In the 1980's, when the long distance market

was becoming more competitive, the FCC developed and implemented the concept of access

charges. Access charges provided a general mechanism through which all long distance carriers

could pay the LECs for the costs of handling long distance as well as continue to provide support

for Universal Service.

Access charges did not replace the implicit support provided through the LECs' rates for

other services. LECs continue to provide a substantial portion of support through the rates they

charge for long distance toll, business services, intrastate access charges, and other services.

The current support system of using "implicit" subsidies for basic local service has evolved over

a long period of time as a result of many individual regulatory decisions in rate cases and other'

proceedings.. LECs were granted exclusive franchises to serve particular' local exchange areas.

In return, the LECs assumed an obligation to serve all customers within that area, no matter' how

remote the customer was or' how sparsely populated the area. These high cost areas were often

expensive to serve.. LECs were prohibited, however', from pricing services to high cost areas

differently from the lower cost areas. Keeping in mind the social policy that rates for' basic local
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serviceshouldremainaffordablefor all consumers,rate increasesin businessor long distance

serviceshavebeenfavoredover'increasesin basicresidentialrateswheneverpossibleto keep

local residentialratesaffordablefor all SouthCarolinaresidents.

In the 1996Act, Congressopenedup local exchangetelephonemarketsto competition.

In doing so, Congressrecognizedthat the implicit cross-subsidiesthat have traditionally

supportedUniversalServicecouldnot bemaintainedin a competitivemarketplace.Competitors

would naturally target thosecustomerswho are chargedabove-costrates or' who provide a

greaterthanaverageamountof revenues,andwouldundercutthoserates,sincesuchcompetitors

haveno obligationto serveanentireservicearea.Theincumbentlocal exchangecarrier'(ILEC)

would losethe sourceof fundingthat supportsUniversalService,andlocal rateswould haveto

rise substantially to reflect the actual costs of providing service in the fully competitive

environment.

Congressrecognizedthat it would haveto put mechanismsin placeto preserveUniversal

Servicein a competitiveenvironment.In theAct, Congressdirectedthe FCC andthe statesto

developmechanismsto ensurethat consumersin all regionshaveaccessto telecommunications

andinformationservices.Recognizingthat the costsof providing telecommunicationsservices

in high costareascouldbeabarrierto subscribership,Congresswishedto ensurethat consumers

in theseareashadaccessto servicesat rateswhichwerereasonablycomparableto ratescharged

for similar servicesin lower'costareas.Se_._ee1996Act §254(b)(3).

At theStatelevel, S.C.CodeAnn. § 58-9-280(E)requiresthatthe Commissionestablish

a USF to continueSouthCarolina'scommitmentto universallyavailablebasic local exchange

telephoneservice at affordable ratesand to replaceimplicit subsidieswith explicit support.
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Section254(f) of the 1996Act providesthat statesareflee to adopttheir own UniversalService

funding mechanisms,as long as definitions and standardsdo not rely on or' burden federal

UniversalServicesupportmechanisms.

Summary_ of FCC Actions on Universal Service

The FCC has conducted a number' of proceedings on Uriiversal Service since enactment

of the 1996 Act. A Federal State Joint Board on Universal Service ("Joint Board") was

established to make recommendations to the FCC for' changes in the federal mechanisms..

In its Second Recommended Decision, 1 the Joint Board recommended that each

jurisdiction should have primary responsibility for addressing the support provided by its own

rates for services providing implicit support. The Joint Board also found that the implicit

subsidy flow generated by intrastate rates is primarily a state responsibility, and that the state

commissions should take the lead in addressing these subsidies (emphasis added).

The Joint Board recommended that the FCC play a limited role in solving state Universal

Service problems, and proposed that the calculation for' high cost support previously adopted by

the FCC, with its 75%/25% division of high cost support, be abandoned. Instead, the FCC

should simply compare the average cost of service in a study area--as measured by a cost

model--with the nationwide average cost of service. If the average cost in a study area exceeded

the nationwide average by more than a certain benchmark percentage, then the federal fund

would make up the difference.

After consideration of the Joint Board's most recent recommendations, the FCC

reconsidered many of its earlier decisions. In an Order released on May 28, 1999, the FCC

1Federal-State Joint Boaid, Second Recommended Decision, In the Matter oJFederal-State Joint Board on
Universal Service, CC Docket No. 96-45, Released 11/26/98.
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adoptedmost of the recommendationsof the Joint Board. The FCC changedits focus from

sharingtheUniversalServicehigh costburdenwith individualstatesto addressingonly the issue

of comparability amongthe states. SeeFCC's Ninth Report and Order and 18 th Order' on

Reconsideration, CC Docket 96-45 (released 11/2/99) at para. 7. It adopted a methodology for'

determining non-rural carriers' high cost support amounts using a single, national cost model and

a national cost benchmark of 135 percent above the nationwide average cost. While the FCC

rejected the use of individual state cost studies for the purpose of developing its method for rate

comparability, it stated that the states retain the flexibility to design state-level support

mechanisms using other' indicator's of cost. The FCC also rejected its prior proposal to utilize a

revenue-based benchmark. The FCC released an Order on November' 2, 1999, which

implemented the High Cost USF for' non-rural carrier's effective January 1, 2000.

Although South Carolina's costs were above the national average, they did not reach the

135% threshold established by the FCC for additional high cost support. Thus, South Carolina

will receive limited funding from the new federal high cost USF. While only eight states will

qualify for' new federal USF funding under the FCC's high cost funding mechanism, the FCC did

adopt a "hold harmless" transition plan for' up to three year's for non-rural cairiers currently

receiving funding from the interstate high cost fund. Thus, South Carolina non-rural carriers

may continue to receive approximately $4.9 million a year (for the next three years) that has

been used to help keep intrastate rates affordable.

The FCC has also undertaken significant action to address that portion of the implicit

suppoIt that is contained in interstate access charges. The FCC issued an Order on May 31, 2000

adopting a proposal put forth by the Coalition for Affordable Local and Long Distance Service
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("CALLS"). The proposalcontainsseveralkey componentsaimed at greatly reducing the

implicit supportfor'UniversalServicecurrentlybuilt into the interstateaccessratestructure.The

proposal(1) graduallyraisesresidentialsubscriber'linechargeswhile reducing/eliminatingmany

of the chargesbilled to the interexchangecarriers;(2) callsfor'theexplicit recoveiyof Universal

ServiceFundcontributionsfrom endusers;and(3) institutesa $650million Universal Service

Fund that will targetsupportto theareasthat mostneedit. TheCALLS plan becameeffective

onJuly 1,2000.

While the CALLS proposalwill help removesomeof the implicit supportin interstate

accessrates,it is strictly an interstatemechanismanddoesnot in anyway addressthe 75percent

of costsstill assignedto thestatejurisdiction.

Summary of South Carolina Public Service Commission Actions on Universal Service

The instant proceeding is the Commission's third proceeding to address State USF. In

the first proceeding in Docket No. 97-239-C, which began in August 1997, the Commission

adopted guidelines, as required by S.C. Code Ann. § 58-9-280(E). The guidelines, among other

things, define the services that are supportable under the State USF, define eligibility

requirements for' receiving funding from the State USF, declare that funding is portable to any

qualified Carrier of Last Resort, and establish the administrator' of the State USF. The

Commission deferred issues relating to the selection of an appropriate cost model(s) and

methodologies, sizing the fund, recovery of USF contributions, and maximum allowable rates.

With respect to sizing the fund, the State statute provides that the size of the State USF is

the sum of the difference, for' each cartier of last resor_, between its costs of providing basic local

exchange services and the maximum amount it may charge for' the services. S.C. Code Ann. §
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58-9-280(E)(4). At the time of the first proceeding,however,the Commissionhad not yet

determinedthe appropriatemethodologyto be usedto determinecostsandthus wasunableto

sizethefund atthattime.

In its secondproceedingin November'1997,the Commissionprimarily addressedthe

selectionof appropriatecost model(s) and methodologies,and sizing the StateUSF. The

Commissionadoptedthe BenchmarkCostProxy Model 3.1 asthe stateforward-looking cost

model for BellSouth,GTE, and Sprint/United,after making certainmodificationsto company

specific inputs. The Commissionalso adoptedthe South Carolina TelephoneCoalition's

proposedembeddedcost model, including recommendedinputs for rural LECs (other' than

Sprint/United). All othermattersrelatedto the intrastateUSF that were not ruled uponwere

"held in abeyance."

IV. DISCUSSION

Our' Order' No. 2000-0177 set out several issues to investigate in this portion of our on-

going Universal SeIvice Fund proceeding, including the proposal put forth in SCTA's proposed

plan for implementation of the State USF. The testimony in this latest phase of this Docket runs

the gamut fiom those actively seeking implementation of the fund, to those adamantly opposed

to its implementation, and many positions in between. We have considered all of the testimony

presented in the case, including all of the rebuttal and surrebuttal testimony, and we make the

following findings and conclusions.

V. FINDINGS AND CONCLUSIONS

1. The South Carolina General Assembly has directed the Commission to establish a

State USF for' distribution to carTier's of last resort. S.C. Code Ann. § 58-9-280(E).
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2. The United States Congresshas directed that "[t]here should be specific,

predictable and sufficient Federaland Statemechanismsto preserveand advanceuniversal

service." 47U.S.C.§254(b)(5)

3. Implementationof the StateUSF is necessaryto removeimplicit supportfrom

ratesandmakethe fundingexplicit. Thiswill ensurethecontinuationof UniversalService-- i.e____.

the provision of basic local exchangetelephoneserviceat affordable rates,upon reasonable

request- to all residentialandsingle-linebusinesscustomersin SouthCarolina. (Tr. Vol. II at

264-65;Vol. III at 675-77).

4. The currentsystemof implicit supportfor basiclocal telephoneservicebuilt into

ratesfor other'servicescannotbesustainedin acompetitiveenvironment.Erosionof the implicit

supportdue to natural competitiveforceswill adverselyimpact the availability of affordable

basiclocal telephoneserviceto all SouthCarolinacitizens.(Tr. Vol. II at264-65;Vol. III at 676-

77;HearingExhibit 18). As statedby CommissionStaffwitnessGaryWalsh,theprimary goals

of the TelecommunicationsAct of 1996wereto provide for competitionin existingmonopoly

local telecommunicationsmarkets,and to maintainUniversal Serviceconceptsto supportthe

continuationof affordablelocal rates. (Tr. Vol. IV at 1123). We agreewith Walsh's assertion

that enhancingcompetition and maintaining affordable local rates in high-cost areas are

conflicting goals.As competitionlowers theprices for telecommunicationsservicesthat have

beenpricedabovecost,the subsidiesprovidedby theservicesto supportaffordablelocal ratesin

high-costareasdecline.To the extentthatthe goalof enhancingcompetitionis achieved,it has

anadverseimpacton attainingthe goalof maintainingaffordablelocal ratesin high-costareas.

(Tr. Vol. IV at 1124.)
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5. All telecommunicationscarriers shall contribute to the support of universal

servicein SouthCarolina. 47 U.S.C.§ 254(0; § 254(b)(4);S.C.CodeAnn. § 58-9-280(E)(2).

Thecurrentsystemof implicit supportbenefitscompetitivelocalexchangecarriersbecausethey

do not have an obligation to providebasiclocal serviceto all requestingcustomers,and they

currently arenot requiredto contributeto Universal Service,which givesthem a competitive

advantageover ILECs. (Tr.Vol. II at264-65,299;Vol. III at 675;Vol. V at 1313).

6. The Commissionhas aheadyapprovedmany of the guidelinesnecessaryfor

implementationof the StateUSF, and hasadoptedcost studiesandmethodologies,consistent

with state and federal law, for calculatingthe incumbentlocal exchangecarders' cost of

providing basic local exchangetelephoneservicein SouthCarolina. SeeCommissionOrder

Nos.97.-753,97-942,98-201,and98-322in this docket.

7. We agreewith Mr'. Walsh's recommendationregardingthe reductionof access

chargesby 50% and recovery of that amountfrom the StateUSF, and find that this access

reduction should be effective as of October 1, 2001. This initial step would result in

approximately$38.4million in accessreductions,which representsapproximately$36 million

testified to by the SCTA companiesand $2.4 million testified to by Sprint. We note that

ALLTEL has put forth no testimony with respect to the impact of any proposedaccess

reductions,and find that ALLTEL must makea showingto this Commissionof the amount

requiredfrom theStateUSFbeforebeingpermittedto participatein theStateUSF.

8. As testified to by Mr. Walsh, the 50% accessrate reductionwill bring South

Carolina's intrastateaccesschargesmore in line with otherstatesin the southeastregion, and

should result in considerablesavingsto South Carolina consumers.(Tr. Vol. IV at 1123).
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Intrastateswitchedaccessratesarepricedabovecostandcontainsignificantimplicit supportfor

basiclocal exchangetelephoneservice.Accessser_,iceis particularly susceptibleto bypassand

competitiveerosion. (Tr. Vol. IV at 771-72,1132,1133). A 3-centcombinedratefor intrastate

switchedaccessis appropriateandabovecost.

807-08, 822-24, 1004; Hearing Exhibit 16).

(Tr. Vol. II at 358;Vol. III at 669;Vol. IV at

It is well abovethe targetedCALLS rate for

interstateswitchedaccessratesfor' price capLECs. (Tr. Vol. II at 358). In addition,South

Carolinalegislativepolicy favor'scomparabilityof intrastateswitchedaccessratesamongILECs.

(S.C.CodeAnn. § 58-9-280(L)).

9. TheFCC hastakenactionthroughthe CALLS Order to reduceinterstateaccess

chargesto 1.1 centsper minute. (Tr. Vol. II at 358). Clearly, the almost2-centdifferential

betweenthe orderedinterstateaccesschargesandtheorderedintrastateaccesschargeof 3 cents

reflectsan implicit subsidizationof basiclocal telephoneservice.Therefore,anylinkagebetween

accesschargesand cost data from the BCPM 3.1 model and the embeddedcost models,

submittedasevidencein this hearing,is discounted.Additionally, in initially adoptingthe Staff

recommendationto reduceaccesscharges,andrequiring further detailedcost databefore any

local exchangecarrier'canreceivefurtherfunding, it is theopinionof this Commissionthat there

will be furthercostdataprovidedin subsequenthearings,andthecost dataah'eadysubmittedin

noway biasesor discountsthis Commission'sdecisionregardingratereductionsunderthe State

USF.

10. In orderto ensurethat consumerswill seethebenefit of reducedaccesscharges,

weherebyorder interexchangecarriersto flow throughtheir savingsfrom lower accessratesto

their customersin theform of lower longdistancerates.
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11. We also adopt Staff's recommendationto include maximum state funding for'

Lifeline andLinkup servicesfor low incomeconsumersin thefirst phaseof implementationof

the StateUSF, aspreviously directedin CommissionOrderNo. 97-516,datedJune 13, 1997.

Statefunding in the amountof $3.50per'month for eachqualifying low-incomecustomerwill

enabletheprovidersof Lifeline assistanceto beeligible for additionalfederalmatchingfundsfor

Lifeline services.However',becauseBellSouthis currentlyfundingthestateportion of Lifeline,

we will requireBellSouth to submit to the Commissionproposedratereductionsequal to the

amount of the current funding for' BellSouth's Lifeline customers. This will ensurethat

implementationof the StateUSFdoesnotcreateawindfall for BellSouth. (Tr. Vol. III at 687).

12. In order to receivefunding beyond the initial step,any local exchangecarrier

applying for' further reductionsunder'the State USF must file detailed cost data with the

Commissionclearlydemonstratingthatimplicit supportexistsin theratesthatareproposedto be

reduced.

13.. In addition to our'adoptionof the recommendationsoutlined above,we adopt

thosepartsof theSCTA's proposal,includingmodificationsto theStateUSFguidelines,that are

not inconsistentwith the specific recommendationsoutlined and adoptedabove. Staff is

instructed to modify the Administrative Proceduresproposedby the SCTA to the extent

necessaryto be consistentwith therecommendationswe areadopting,including the October1,

2001startdatefor accessreductionsandtariff filings for' thesecondstepof the first phase(i.e.,

thetimeframesstatedin theAdministrativeProceduresshouldbeshiftedby 6 months).

14. A phase-inapproachto implementingStateUSF will allow the Commissionto

break downimplementationinto amanageableprocess,allowing for' a closerobservationof its



DOCKET NO. 97-239-C- ORDERNO.2001-419
JUNE6, 2001
PAGE36

impacton consumers..A phase-inshouldensurethe Commissionadequateoversightover'the

USF implementationprocess,enablingthe Commissionto properlymatchwithdrawal from the

StateUSF with the ratereductionsof eachlocal exchangecarrier. (Tr. Vol. III at 428). Our

requirementthat local exchangecarriersfile detailedcostdataclearlydemonstratingthat implicit

supportexists in the proposedreductionbeforebeingpermittedto receivefundingbeyond the

initial accessstepwill also enablethe Commissionto effectively and efficiently managethe

implementationof theStateUSF.

15. We adopt the recommendationmade by Staff and Vefizon Wireless that we

excludewirelessrevenuesfrom the baseof contributionsfor the StateUSF at this time. State

law provides that "the Commissionshall require all telecommunicationscompaniesproviding

telecommunicationsserviceswithin SouthCarolinato contributeto the USF as determinedby

the Commission." S.C.CodeAnn. § 58-9-280(E)(2).Theterm telecommunicationsservicesis

defined to include "nonwireline servicesprovided in competitionto landline services.." S.C.

CodeAnn. § 58-9-10(15). Further,the StateAct providesthat the Commission"shall require

anycompanyproviding telecommunicationsserviceto contributeto the USF if, after notice and

opportunity for a hearing, the Commission determines that the company is providing private

local exchange services or radio-based local exchange services in this State that compete with a

local telecommunications service provided in this State." S.C. Code Ann. § 58-9-280(E)(3)

(emphasis added). As pointed out by Mr. Walsh, there has not been sufficient evidence

presented in this proceeding that any wireless communications service provider competes with

any local exchange service provider in South Carolina. (Tr. VoL IV at 1128). We therefore, in

effect, are granting Verizon's Motion for a Directed Verdict as to the wireless portion of this
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case. However',while the recordbeforeus is not sufficient to makea finding otherwise,we

reservethe right to revisit this issue. Furthermore,we find that, if a wirelesscartier appliesto

this Commissionfor' carrier of last resort or eligible telecommunicationscarrier status,such

applicationwould be considereda declarationof that cai_ier's intent to offer' servicesthat

competewith local telecommunicationsservicesbeingprovidedin the State,andthatcartierwill

berequired,uponapprovalof therequestfor'carrierof last resor_or eligible telecommunications

cartier'status,to contributeto the StateUSF.

16. Staff also recommendedthat this Commission considerany court decisions

addressingthe revenueissueprior to makinga final decisionon the correctrevenuecomponent

to usein assessingcontributorsto the StateUSF. (Tr. Vol. IV at 1126). We agreewith Staff's

recommendation,andwehavereviewedtherelevantlaw. We find no legalbasisto changeour

earlierdeterminationthat all telecommunicationscalriersoffering serviceswithin the stateshall

contributeto the USF on the basisof their relative sharesof all (i.e., interstateandintrastate)

retail enduserrevenuesgeneratedby and/orbilled to anenduser'in the Stateof SouthCarolina.

(SeeCommissionOrder'No. 97-753,datedSeptember'3, 1997,at 15-16). Thedecisionof the 5 th

Circuit Court of Appeals in Texas Office of Public Utility Counsel v. Federal Communications

Commission, 183 F.3d 393 (5 th Cir'. 1999) is not controlling and does not require us to revisit our

earlier determination. The 5 th Circuit Cour_ of Appeals found only that the FCC did not have

jurisdiction to include intrastate revenues in the base for' calculating federal USF contributions.

This does not mean that the converse is true. We believe it is reasonable for' this Commission to

include interstate revenues in the base of revenues on which State USF contributions are

calculated, because such revenues are billed to end user's in the State of South Carolina. (Tr. Vol.
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V at 1334-35;see 1996Act Section254(f) (carrierswill contributeto the StateUSF on an

equitableand nondiscriminatorybasis "in a manner determined by the State.")) Further',

inclusion of such revenues does not rely on or burden federal Universal Service support

mechanisms. Se___e.e1996 Act Section 254(f). This is particularly true in light of the FCC's

reliance on the states to shoulder' the majority of the burden for ensuring the continued provision

of Universal Service within their' states. In its May 28, 1999, Order on Universal Service, the

FCC changed its focus from sharing the Universal Service burden with individual states to

addressing only the issue of comparability among the states. Se____eFCC's Ninth Report and Order

and 18 th Order on Reconsideration, CC Docket 96-45 (released 11/2/99) at para. 7. Both

intrastate and interstate telecommunications services sold in South Carolina will benefit from

Universal Service and should share in contributing to the State USF.

17. We agree with AT&T's assertion that the Interim LEC Fund should become part

of the State USF. S.C. Code Ann. § 58-9-280(M) provides that the Interim LEC Fund will

transition into the State USF "when funding for the USF is finalized and adequate to support the

obligations of the Interim LEC Fund." Because the State USF is neither finalized nor adequate

to support the obligations of the Interim LEC Fund, we decline to require a transition of the

Interim LEC Fund into the State USF at this time. However, in order to help with the transition

of the Interim LEC Fund into the State USF, we hold that if the largest LEC operating in the

State reduces access and recovers that amount from the State USF, any ILEC mirroring that

access reduction would be required to do so through the State USF mechanism and not thx'ough

the Interim LEC Fund mechanism.
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18.

not be requiredto contributetwice to the StateUSF. (Tr. Vol. IV at 1022).

with our earlier ruling in this docket. CommissionOrderNo. 97-753at 17.

We agreewith thepositionof theSCPCAthatpayphoneserviceprovidersshould

This is consistent

Section5 of the

guidelinesis herebymodified to includethe following language:"Payphoneserviceproviders

shall contributeto the StateUSF basedon end user revenues,and not the payphoneservice

providers' local telephoneservicebills."

19. We alsoadoptthe recommendationof severalparties,including the Commission

Staff and Sprint, that companiesshouldbe authorizedto recover contributionsto the fund

throughtheuseof a uniform percentagesurchargeon enduserretail revenues.We find that an

explicit uniform percentagesurchargeis an efficient, fair' and competitivelyneutralmethodto

collectuniversalservicefunding.(Tr. Vol. III at 656-58). Sucha surchargealsomeetsthe 1996

Act's requirementto makeUniversal Servicesupportexplicit. (Tr. Vol. III at 656-57). The

surchargewill be updatedat least annually, consistentwith the Administrative Procedures

proposedby the SCTA. Updatesarenecessarybecausethe fund sizeis likely to changeas a

result of changesto end userprices,the numberanddistribution of customers,the number'of

providers,andthe amountof total retail telecommunicationsrevenue. (Tr. Vol. III at 657).We

notethatthesurchargefor thefirst stepof StateUSFimplementationis a smallpercentageof the

customer'stotal telecommunicationsbill. CommissionStaff witnessWalsh estimatedthat the

percentagesurchargefor' the initial accessstepwould be approximately1.3%,or'an increaseof

approximately23 centsper month for'the averageresidentialcustomer'.(Tr. Vol. V at 1215).

Further,we note that carTiersof last resortarerequiredto makedollar-for-dollar reductionsin

ratesfor servicesthat currentlycontainimplicit supportbeforetheycanwithdraw from the State
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USF. Thus, many customerswill likely see an overall reduction in their' bill for

telecommunicationsservices,evenwith the surcharge.While we recognizethat therewill be

somecustomer'swho will seea small increasein their'bills (i.e., thosewho predominantlyuse

basiclocal exchangeserviceandhavea limited amountof toll calling andvertical services),we

believethat a small increasein thetotal amountpaidby somefor telecommunicationsserviceis

necessaryto preserveand advanceUniversal Service for all. Otherwise,the full amountof

implicit supportwill be competedaway (Tr. Vol. II at 320), andlocal rateswould have to be

pricedat cost..(Tr. Vol. III at468;472).

20. Mechanismsthat ar'ecurT'entlyin place (e.g., the Interim LEC Fund) do not

adequatelyaddressUniversal Serviceobjectives. The Interim LEC Fund cover'sonly certain

accessreductions,andis availableonly to ILECsotherthanBellSouth. TheStateUSFwouldbe

portableandavailableto all carrierswho undertakethecarrierof last resortobligation,including

competitivelocalexchangecarriers. It would alsobe availableto fund thereductionof implicit

supportin ratesotherthan intrastateswitchedaccess,includingbutnot limited to intraLATA toll

rates,local areacalling plans,private line services,foreign exchangeservices,certainbusiness

line rates,andvertical servicesincludingclassandcustomcallingfeatures.(Tr. Vol. III at 435).

21. Severalpartieshaverequestedthatwestartanewin addressingcoststudiesfor the

local exchangecarriers, and require the new cost studiesto reflect allocation of joint and

commoncoststo all servicesthatusethenetwork. The Commissionhaspreviouslyapproveda

cost methodology and cost models including embeddedcost models for' rural LECs. See

CommissionOrder No. 98-322 in this docket. There is no needto revisit this issue. The

Commissionheld lengthy hearingsto addresscost modelsand methodologiesin this docket,
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hearingevidencethrough5 daysof hearingsspanninga time periodof almost4 months,from

November 1997 until March 1998. The evidenceincluded the testimonyof 25 witnesses,

includingeconomic,financial,engineering,andcostexperts,amongother's.After' reviewing all

of the evidencepresented,the CommissionadoptedBCPM 3.1asthestateforward-lookingcost

model for BellSouth, GTE, and Sprint/United. In doing so, the Commissionmade specific

findings regardingtheBCPM 3.1 andthis model's ability to designanappropriatenetwork and

to accuratelylocatecustomersin rural andhigh costareas.The Commissionexaminedin detail

the proposedinputs and orderedseveralmodifications. With respectto rural companies,the

CommissionadoptedtheSouthCarolinaTelephoneCoalition'sproposedembeddedcostmodel,

including recommendedinputs, for rural LECs otherthanSprint/Unitedin SouthCarolina. All

modelsand inputsproposedby the variouspartieswere subjectto detailedcross-examination

andrebuttal by all parties. It would behighly inappropriateandinefficient to disregardthese

prior proceedingsandthe resultingfindingsand conclusions.Furthermore,evenif we wereto

addresscost models and methodologiesanew,we do not believe it would be appropriateto

allocatethecostsof thenetworkto servicesotherthanbasiclocal service.Basic local serviceis

the"cost causer"'of loop costs. (Tr. Vol. II at 357-58). TheConsumerAdvocate'switnessstates

that a portion of thejoint andcommonloop costsshouldbeallocatedto access.(Tr. Vol. IV at

862-63). Yet accesscurrentlyprovidessignificantsupportfor basiclocal exchangeser-eice.In

otherwords,it is oneof the serviceswhoseratesaresubjectto downwardcompetitivepressure

and whoseimplicit supportthe StateUSF is intendedto replacewith explicit support. Any

mechanismthat relied on support from theseserviceswould be neither "predictable" nor

"sufficient," andwould violate Section254(0 of the 1996Act. The sameargumentsregarding
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allocationof costswere madeto the FCC andrejected. (Tr. Vol. II at 357-58). We likewise

rejectthemhere.

22.. Severalpartieshavealsoarguedthat thepreviouslyapprovedcost studiesshould

beupdated.We declineto furtherdelaytheimplementationof a StateUSFby requiringthecost

studiesto be updatedat this time. Thesecoststudiesprovideda costof serviceper'accessline

for eachdesignatedUniversal Servicesupportarea. Becausethesestudiesarebasedon broad

forward-looking models,or' in the caseof the rural LECs, embeddedcost,it is reasonableto

assumethat theresultingcostper'line will not changesignificantlyover a relatively shor_time

frameof four'to five years. We believeit is reasonable,however',to requirethat resultsfrom

thesemodelsbe updatedby eachLEC beforethat LEC's StateUSF withdrawal exceedsone-

third of its company-specificStateUSFamount.This will ensurethatno company'swithdrawal

exceedsappropriatecostor theallowableStateUSF for thatspecificcompany.

23. WepreviouslyadoptedguidelinesrequiringthattheStateUSFbe revenueneutral

for' ILECs. BecauseeachILEC must make dollar-for-dollar reductions in rates containing

implicit supportbeforetheILEC canwithdrawexplicit supportfrom the StateUSF,we find that

the StateUSF will haveno impacton earningsof the companiesand,thus,it is not necessaryto

conductearningsreviewsprior to implementingthe StateUSF. The Commissionhasseparate

mechanismsin placeto exerciseregulatoryoversightwith respectto theoperationsandearnings

of the companiesit regulates,andwill continueto utilize thosemethods. We note, also, that

thereis no earningsreviewrequirementbeforea companycanreceiveFederalUniversalservice

funding. We likewise reject the argumentthat the State USF will provide ILECs with a

guaranteedlevelof earnings- in effect,somekind of"insurance" againstcompetitiveloss. State
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USF funding is portableand,assuch,canbe competedawayjust like other'sourcesof customer

revenue.(Tr. Vol. II at 297).

24. The guidelinespreviouslyadoptedby the Commission,consistentwith statelaw,

permit carriersof last resort to receivefunding for eachindividual single-partyresidentialor

single-linebusinessline regardlessof its classificationas a primary or non-primaryline. See

Section6 of the guidelines.We declineto reconsiderthis issue,assomepartieshavesuggested.

First, the issuewas raftedupon in CommissionOrderNo. 97-753in this docket. Further,this

issuedwas raisedin a petition for reconsiderationof our'earlierorder [seeAT&T Petition for'

Reconsiderationand/orRehearingof OrderNo. 97-753at para. 2, pp. 2-3] andreconsideration

wasdenied. We donotbelieveit is appropriateor'efficientto keepreopeningandaddressingthe

sameissuesin this docket. Second,a requirementthat only primary linesbe eligible for' State

USF fundingwouldbe difficult to administer'.(Tr. Vol. III at 594). Wheretwo lines arepresent

in thehome,it would be extremelydifficult for thecompanyto determinewhich is theprimary

andwhich is thesecondaryline. Add anothercarrierto the equation(e.g.oneline providedby

theILEC andoneby theCLEC) andtheconfusionescalates.It is importantto keepin mind that

primary andsecondarylinesarenot separatelytariffed. Thesecondline is still beingprovidedat

atariffed ratethat is below cost. ((Tr. Vol. II at 362). If secondarylineswere not eligible for

StateUSF, carriersshouldnot be requiredto provide thoselines below their cost. Secondary

lines would be separatelytariffed, in many casesat a much higher rate than the currentbasic

local servicerate. In rural areas,this could meanthe differencebetweena customerhavingor

not havinga secondline (intemetaccess,etc.) (Tr. Vol. III at 594). TheFCC doesnot makea
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distinctionbetweenprimary andsecondarylinesfor purposesof UniversalServicefundingatthe

federallevel. See47 C.F.R.Part54. We likewisedeclineto do so.

25. For' the samereasons,we reject other requeststo reconsiderportions of the

guidelineswe havealreadyconsidered,includingAT&T's argumentthat we shouldreconsider

the amount of supportthat a competitiveprovider may receivewhen it providesserviceby

purchasingunbundlednetwork elementsfrom the ILEC. We do, however,agreewith witness

Guepethat CLECs have expensesin addition to the cost of the UNEs themselves,and that

CLECsshouldbepermittedto recoverthosecosts..(Tr. Vol. IV at 929-30). Theguidelineswe

havepreviously adopteddo not specifically referencethis. We agreewith witness Martin's

testimony(SeePeterF.Martin RebuttalTestimony,stipulatedinto therecordby theparties)that

a realistic surT'ogatefor the expensesincurred by a CLEC is the percentagedeductedfor

"avoided costs" fi'om the resaleprice for CLECs by an ILEC, andwe modify the guidelines

accordingly.

26. We find that the StateUSF will benefitrural areasby preservingandadvancing

universalservice. If we did not put in placea mechanismto ensurethe continuedprovision of

affordablebasiclocal exchangetelephoneserviceto all citizens,customersin rural areaswould

be most impacted. Without a Universal ServiceFund mechanism,competitionwould drive

pricesto cost,andcostsaregenerallyhigher'for'rural customersthan for urbancustomer's.(Tr.

Vol. III at 472). The StateUSF will also benefit customersin rural areasby providing an

incentivefor' competingcarriersto provideservicein thoseareas. (Tr. Vol. III at 572-73;Vol.

IV at 1046).
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27. We do not believe it is appropriate, as some parties have suggested, to require a

showing of competition or competitive loss before permitting a carrier of last resort to participate

in the State USF. There is no such requirement contained in the State USF statute. Additionally,

there is no competitive loss requirement contained in federal law or in any of the FCC's orders

on Universal Service. (See also Tr. Vol. II at 351-52; Vol. III at 678, 679; Vol. IV at 822). To

the contrary, both state and federal law contemplate that the opening of local exchange markets

to competition and the establishment of mechanisms to preserve and advance universal service

will proceed on parallel tracks. (See 1996 Act § 254; S.C. Code Ann. § 58-9-280(E)).

28. The FCC's Order on the CALLS proposal does not affect our' decision, except

with respect to its effect on the Subscriber' Line Charge (SLC) and consequent sizing of the State

USF While the CALLS proposal will help remove some of the implicit support in interstate

access rates, it is strictly an interstate mechanism and does not in any way address the 75 percent

of costs still assigned to the state jurisdiction. (Tr. Vol. II at 276-77). However, we agree with

Commission Staff witness Walsh's testimony that the increase in the SLC for' non-rural carriers

as a result of the FCC's CALLS Order should be reflected in the Commission's calculations in

sizing the State USF. (Tr. Vol. IV at 1128-29). Any increase in the effective SLC would

constitute an increase in the maximum amount a car_ier of last resort may charge for' its basic

local exchange services and, by the application of S.C. Code Ann. § 58-9-280(E)(4), would

reduce the size of the fund accordingly.

29. We previously stated that we would consider the impact of the Orders issued on

May 25, 2000, and August 14, 2000, by the United States District Court in AT&T v. BellSouth et

al., Civil Action No. 3:97-2164-17, on our determination in this docket. We conclude that these
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ordershaveno impacton our'decisionin this docket. In its May 25 Order',the District Court

ruled, amongotherthings,thatBellSouth'sUNE ratesdid not comply with theFCC's TELRIC

pricing rules. On July 18, 2000, however, the FCC's TELRIC pricing rules were vacated by the

Eighth Circuit Court of Appeals. Iowa Utilities Bd. v. FCC, 219 F.3d 744 (8 th Cir. 2000) ("Iowa

Utilities II"). In light of Iowa Utilities II, the District Court issued a second order' nullifying in

large part the Court's prior order'. Specifically, the District Court found that the Commission-

approved UNE cost model is not inconsistent with the Telecommunications Act. (August 14

Order, at p. 7). Because the District Court had questions about certain inputs used in the UNE

cost model, however', it remanded the case to the Commission for the Commission to determine

if and to what extent BellSouth uses integrated digital loop carrier' ("IDLC") technology in its

network and to what extent the Commission included historical costs in the Commission-

approved UNE cost model. (August 14 Order, at pp. 8-10). In contrast, and as demonstrated by

the uncontroverted testimony of McKnight, the model used in this docket -- BCPM -- is a

forward-looking model that assumes 100% use of IDLC technology and meets all applicable

FCC requirements. (Prefiled Rebuttal Testimony of Robert McKnight at p. 5, stipulated into the

record at Vol. V, p. 1341). Therefore, the rulings issued by the District Court concerning the

UNE cost model are not relevant here and have no impact on this docket.

30. We deny the SCPCA's motion for a directed verdict on the issue of whether

BellSouth's Public Telephone Access Set-vice (PTAS) rates should be reduced by the amount of

the federal Subscriber Line Charge. This proceeding deals with State USF and it is inappropriate

to reduce a particular company's PTAS rate in this proceeding. Moreover, the orders issued by

this Commission in Docket No. 97-124-C plainly establish that all implicit subsidies have been
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removedfrom BellSouth's PTAS rate. This proceedingdealswith the removal of implicit

supportin favor'of an explicit supportmechanism.The SubscriberLine Chargeis ah'eadyan

explicit costrecoverymechanismandshouldnot beeliminatedhere.Obviously,the proposeof

thepresentproceedingwasnot to considerPTASrates,but whether'or not we shouldimplement

someversionof a StateUniversalServiceFund. SCPCA'sassertionswouldbestbe considered

in anotherforum,wherewe areableto focusonSCPCA'sspecificconcerns.

This Order'shallremainin full forceandeffectuntil furtherOrderof theCommission.

BY ORDEROFTHE COMMISSION:

Chairman

ATTEST:

Executive(rector

(SEAL)


